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Foreword 
An important part of the overall audit responsibility of the 

United States ,General Accounting Office, as an agent of the 
. Congress; is. the auditing of contracts negotiated by the depart-. . ' 
hents and agencies of the Federal Government. - ' 

- The accompanying booklet has been prepared primarily for 
the information of Government contractors whose contracts are 
subject to. audit by the General Accounting Office. It presents 
information on the authority, purposes, objectives, and related 
auditing and reporting policies and practices of the General Ac- 
counting Ofice incident to carrying out its audit responsibilities. 

- .  

., 

.. 
. 

:- 

- ~ -  

. .  . .  
, _ I  ~ 

Comptroller General 
of the United States. 

. .~ 2.. . ... 
. . .. - 

- . . . ..I , ,  . 
. .  

4 

:e------------ 
i. 

*- 



. . Confents 
.. . .  

duction.. ................ :.. ............ .1. .  . . .......... 

ation. ......... .~ ..................................... 
ty to Make Contract Audits. ... l .  ...................... 

hat the General. Accounting Office Is. ....... ; L.  ........ : ...... . .  

. .  . Reasons for Contract Audits. ................................. 
Basic Audit Policy: ... i.. ..................... ............... 
ReIation to Contracting Agency Auditing. ..................... 
Selection of Contracts for Audit.. ............................. 
Conduct of Audit Work.. .................................... 

Initial arrangements. . . . . . . . . . . . . . .  ~. ...................... 
,Preliminary survey and review work. ...................... 

. : .~  . Continuing audit work. .......... ........................ 
.. Right of access to contractor records for audit purposes. . . . . . .  

Final conference at contractor location. .................... 
Reporting Policies and Practices. .............................. 

Primary reporting responsibiIity ......................... . 
.Nature of reports. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Preparation of preliminary drafts of reports. . . . . . . . . . . . . . . . .  
Advance review by contracting agency and by  con tractor. . . . .  
Review and disposition of advance comments.. . . . . . . . . . . . . . .  
Confidential business data. . . . . . . . . . . . . .  I . . . .  I . . . . . . . . . . . .  

Distribution of reports.. ................................... 
International Programs Involving Contracts ..................... 
Exceptions and Disallowaiices by the General Accounting Office.. . 
Appendix 

Excerpts from laws assigning -audit authority and responsibility 
to the General Accounting Office.. ..... :. . . . . . . . . . . . . . . .  

Budget and . . . .  Accounting Procedures Act .of 1950 (31 U.S.C. 

-.Armed Services Procurement Act (10 U.S.C. 2313(b)). . , . . 
c - . -Fede?al- Praperty and Administrative Services. Act '(41 

.,.: . . .  Atomic Energy Act (42 U.S.S. 2206) ....................... 
Anti-Kickback Act (41 U.S.C. 53). ..................... 

. 

. Recommendations in reports. ................. i . . . . . . . . . . .  

.. Budget and Accounting Act, .I921 (31 U.S.C. 53). ........ 

.my-. *. !. :-. ...... .~. .................................. 

,: . .  U.S.C; 254(~)). .-*i ;. ................................. 
. . .  - ,  . . ,- - .  

. . .  

.... . . . .  . . . . .  . .  ..:. . . . . . .  . . . . . . .  

.. 

.~ I*_.... . ..,_ . . . . . . . . . . . . . .  . . , .  
. - -  .. . .  . -  _:- 

. - ~  

.: . . :___ .- 

, _ ~  . . -. 

s= 
- .  . 

Page 
1 
2 
3 '  
6 
7 
8 

IO ' 

11 
12 
12 
12 
12 
13 
14 
16 
16 
16 
17 
17 
18 
I8 
19 
20 
21 
22 

23 
23 

24 
. 24 

24 
25 . J 

25 

,.. 



3-- 

. ,  
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nited States- Generaf Accounting Office 
. .  

: _r :. . 

The departments and agencies of the Federal Government 
spend billions of dollars each year to procure by contract property 
and services for use in their programs and activities. 

These programs and activities and the related expenditures 
. are'authorized by the Congress.' One of the control procedures 

that the Congress has established is the authorization for the 
General Accounting Office, as its agent, to make independent 
examinations of the affairs of the departments and agencies and 

- of the records of contractors having negoriated contracts and to 
report significant information resulting from such work. 

This booklet has been prepared primarily for the information 
1. of Government contractors whose contra.cts are subject to  audit 
i-.. . .  . . by. the General Accounting Office. Its purpose is to explain 

:; L - .  .. ~. - and.the policies and practices followed in carrying out and. 
5 - r ~  p- 'z I - reporting on its examinations. 
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WHAT THE. G€NERAL~ACCOUNTlNG OFFICE 1s . 

The General Accounting Office is an independent agency in 
the legislative branch of the Federal Government under the 
control and direction of the Conptroller Generat of the United 
States.. I t  was established in 1921 by an act of Congress-the 

That act provided that the head of this Office, the Comptroller 
eneral of the United States, be appointed by the President of 
6 U ~ t e d  j . .  States I for: a term of. 15 years, subject to-confirmation 

cludeS reappointment of the Comptroller'Ge'neral or his removal 
~-.. by executive action. , , .. .. 

The- General Accounting Office was created by the Congress 
to carry out several "functions relating to the management of 
the Governmknt's financial affairs,. One o€ its major functions 
is to make independent audits. of the activities qf Federal 
Government departments and agencies- 

This function requires.examining into the manner in which 
Government agencies discharge their financial responsibilities, 
including the administration of funds, property, and personnel, 
in an effective, efficient, anid economical manner; ~ This function 
also requhes examining into certain contract activities and, in 
recognition of this, the Congress has required that negotiated 
contracts contain clauses providing for General Accounting 
Office access to pertinent records of Government contractors. 

- 

. .  Budget and Accounting Act, 1921. 

.. . -  .,.. 
_ I  ,~ . .- ~-- . -  by the Senatei. To further assure independence, the law pre- . . . 
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... I r -  ... The headquarters- of the 
located in Washington, D.C. 
number of divisions and &€ice, 
chart shown on page 4. ~ . 

. .  Most of its con&ct audit';. 
t diate direction of re@orial:offi 
[, States. These offices aie..org 
E -  Operations  division.^ Tke 'mi 
1. p. .. - -  ofthe. regional offices a i d ,  the 
[:. The Internationalr Operati 
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of the General -,Accounting -Office are 
n, D.C. The Office is-organized into a 
d offices as illustrated in the organization . -.. 

hart shown on page 4. 
-1 Most'of its contract audit work is performedvnder the &e- 11 

ces located- throughout the United 
. - -These offices are. organizationally a part of the Field 

ap on'pagc 5. shows the' locations ___ 

the- regional boundaries. '- i 

ny, and Honolulu, HStwG. - '  

rations Division .has foreign branch r 
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,- .-; ~. - : AUTHORITY: ~ b -  MAKE CONTRACT, AUDITS , -. 

Most audits at  contractors' plants by the General Accounting 
Office are made under the general authority of the following 
laws: 

. -  
- ' .  . -  . - -  Budget and.Accounting Act, 1921 (31 U.S.C. 53) 

Accounting Procedures Act of . .  1950 (3  1 U.S.C. 
.. - .  

- ._ 
-~ ecificaIli- tinder &e provisions 1 of the: . : 

u.s.C;-.254(c) >:. ' : I .  

. .  . .  . -  ~ - .  . .  . . . .  
:,. .: . A n n e d . S e ~ c ~ - P r o c ~ e ~ ~ n ~ - A c t  (10 U.S.C, 2313(b) } .- - 

-. . Federal.! Property and; Administrative SeScQ-  Act. - .  (41 

Authority to examine cbntractors' records is also' contained 'in 

The Armed Services Procurement Act, the.Federd Property 
and Administrative Services Act, and the Atomic Energy Act 

I ..::, . . require that- contracts negotiated without formal advertising 
. .  -- ~. include a .clause to the effect that the Comptroller General of 

the United States and his representatives are entitled, until the 
expiration of 3 years after the date of final payment, to examine 

- books, documents, papers, and records of the contractor, or any 
subcontractors, that directly pertain to, and involve transactions 
relating to, the contracts or subcoritacts. 

The .requirement €or inclusion of an examination of records 
clause in negotiated contracts grew out of congressional-concern 
in 1951 over the pricing of negotiated contracts, and the recog- 
nition by the Congress of the need €or examinations by the 
.General Accounting Office. 

. . .  
: ~ :~ - Atornic,'Energy Act- (42' V.S.C. 2 i 0 6 )  - - -  

, 
. _ , -  .. . .  

- . the Anti-Kickback Act (41 U.S.C. .53) ?' 

. .  

- 

. . 

. .  
. .  : IPeAnent excerpts from these taws are quoted. in the-appendix to this booket. 
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REASONS FOR CONTRA- 

A substantial portion of tE 
tures are made for equipme, 
by contract, Many of these 
tion, often without benefit of 
be fixed-price contracts. T" 
redetermination, escalation, 
may be cost reimbursement 
the basis of estimated or act 
has a direct financial intere 
interest in Government-owne 
rial furnished contractors, ar 
products to be furnished it 
certain interests in invention 
work. These factors are inc 
the Government in negotiate; 

The particular interest c 
negotiated contracts awardec 
evidenced by the enactment 
in Negotiations Act-which t 
That act provides, with certai 
be required to furnish cost G.. 

tiation of prices. They are re 
ing data and the contracts arf 
the price be adjusted for any 
inaccurate, incomplete, or I 
contractor- 

Public Law 87-653 was ' 
Armed Services Procuremen 
civil departments and agencJ 
their contracts. 
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. REASONS FOR CO"fmCF: AUDtTSl- - .:.A,. -s  -I ._ +. ,; I -  . . .  1: : :e 

. . .. 

..:-' A substantial. portion of the Federal Government's expendi- 
tures. are made- for equipment, supplies, .and services procured 
by contract. Many of these contracts are awarded by negotia- 
tion, often without benefit of effective competition. They may 
be fixed-price contracts. .They may contain provisions for price 
redetermination, escalabon, or incentive adjustment. They 
ma$- be. cost reimbursement :contracts. Many. are priced on 
the basis of. estimated or actual costs. Thus, the Government 

-'has . -. . .a - direct: financial: interest  in^ these. costs. . It, alsa has an 
hterest in Govet;nment-ohed property; equipment, ;admate-.  
rial. furnished contractors, and in the quality Controls over the. 
products to be furnished it under these contracts, as well as 
certain interests in inventions and other aspects of contracted 
work. ~ These factors are indicative qf the financial interest of 
the Government in negotiated. contracts, - , . . , 

.. Th'e particuIar / interest of -the Congress in the pricing, of 
negotiated contracts awarded without effective. competition. is 
evidenced by the enactment. of Public Law 87-653-the Truth 
in Negotiations Act-which became.ef€ective December 1, 1962. 
That act provides, with certain exceptions, that contractors shall 
be required to furnish cost or pricing data for use in the nego- 
tiation of prices. They are required to certify such cost or pric- 
ing data and the contracts are required to contain a clause that 
the price be adjusted for any significant increases resulting from 
inaccurate, incomplete, or noncurrent data certified to by the 
contractor. : 

Public L;w 87-653 was enacted as an amendment to the 
Armed Services Procurement Act, but it is the policy of the 
civil departments and agencies to also include -its provisions in 
their contracts. .. 
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_ '  -: BASIC AUDIT POUCY 
. .  

. One of- the basic i.oles of the General Accounting Office is that 
of an independent auditor &hose primary purpose is to examine 
into the adequacy and effectiveness of the system of management 
and internal control, including internal audit, which the head 

. -  -o€ each Federal ggency is-required to maintain over the activities 
- -.. -fo+ which he-is responsible, - The scope of this interest extends 

. . :. _ _  _ -  - to: ..- activities conducted under contract as well as to'those which 
'. '- .-,., I .  . , .  th@ Government itself conducts. . The - head. of each Federal 
: ',.: -' iigency has the-responsibilhf fo r  seekg that contracts are legally 
-. - 9 entered i&o,. that- the prick paid- are  reasonable,^ and that the 

- . contractors properly discharge their responsibifites under their 
contracts, - .  . 

In recognition of the- basic difference in responsibility between 
the heads of Federal agencies and the General Accounting Office 
and to avoid unnecessary duplicatiorj oKeffort; section 11 7 (a) 
of the Budget and Accounting Procedures Act of 1950 requirk 

' . - .. .- that, in the determination o€:iuditing procedures to be followed. 
and the extent of his examinations, the Comptroller General 
give due regard to generally accepted principles- of auditing, 
including consideration of -the effectiveness of accounting orga- 
nizations and systems, internal -audit and control, ~ and related. 
administrative practices of the Federal agencies. 

This statutory requirement means that the selection of areas 
€or audit cannot be made on the basis of . .  a uniform application 
of specific criteria such as dollar size,-nature of program, etc. 
The underlying audit policy, as expressed h law, contemplates 
:he exercise of judgment by the General Accounting Office in 
d e t e d g  what is to be -audited. Such judgment is exercised 
on the basis of evaluating &e' effectiveness of the management. 
controls of the Federal agencies concerned .and other pertinent 
considera,tions involved such as specific requests or expressions 

. While there-area wide variety of reasons why an audit is made 
fGs-a specific case, the overall objective is'to review the:rnanner 

- - ., in yhich the contracted activities:- of-. Federal, agencies are 
. : administered and .tO'$co&end;- where appropriate, corrective -. . 

.~ 

-e,.. . 

.. 

. -  , . . .  

-.  

' 

. .  
of interest by committees or members of Congress. 1 .  

- ~ . 

- .. - .  . ., _: . I 
. .  

. - .  . -, . . .. ,, - .-- . -  - -  . .  

mote, greater efficiency or. ec 
, - Because of the highly selec 

the responsibility to use  it:^ 
efficient, and economical rr 
Accounting OfEce.2 to direct. 

*. needing correction or irnpro. 1 ;,..I- appropriate correction. or 
z -  . _ I  ,.-- with niatters: in. need '6f 

. .  

. .  , ,  

; thereby increasing tl 
Officiak' iksponsible fC 

, -  
- - ,  

- .  . -  . 

-. . . .  . r - - .  _ _  
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ement actions .deemed- necess&$' or desirable- to pro- 

cient, and economical manner, the policy of the GeIieral 

n carries o&r tu' the 'resulting 

y 

er efficiency-or economy in Federal- expenditures. ~ ~ 

of the highly &Iective nature of the audits made and 
esponsiibility, to use its resources in the most' effective, 

it efforts primarily to matters 
t-and to the me- of effecting - 

vement. This primary concern 

ir. usefulness to congressional and 

.a 

'% 
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taking-.appr&priate action. 1 .  
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.- .- RELATlON-.TU- CONTMCTCNG. AGENCY AUDITING 
. .  . -  - .  

,_ .: 
In:carrying out its audithork, the GmeFd Accounting Office 

gives full: cqgideration to work done-by' the audit organizations 
. lofee I ,  - contracting agencies.concerned. Those organizations are 

ihtegra! part of the .Government's- adhistrative processes 
~: required'to be reviewed. Moreover, the scope and effectiveness 

. -  - -  - &the. work of agency audit &gja&ti&s on contracted and 
' ...:. :. aiencjf activities .is an . [ imp&st  coiisideratio& in determining 

Cobe-and- nature o€ .the. audit -work to be'performed by -the 
al. A&ouniigg Offi&, .By!',reiiewini :and. testing their 

- w&ki.'the--amount of direct General. Accounting Office. audit 
work may be curtailed.. However, the fact that agency auditors 
have performed' work in a particular area does not necessarily 
mean that additional work in that area by the General Account- 
ing Office will not be determined to be needed. 

. .  

' 

r . 
K. 

-,- ' : . . SELECTION OF CONTRAC' 

, .  s '  In relation to contract actil 
. -  , -  audit work is, ofnecessity, se' 

Contracts or contractors are e ~ '  
. .: to be done, consideration 

or type of contract, the basis 
..b:- C ,:-: - . ' pricirig data furnishedor the, 

~ variety 'of -other €acto&: affect: . .~ , 

- , I  ~ - 
for information from conge:-: 

.-,: ~ - . of -the Congress: Some au8. 
- information 'co&g to the at:. 

Office from previous-or, curre& 
from other sources, such as coni 
Federal agency officials, and-E 
which they believe .ivarrarit 

. Accounting Office. _ I  - .  

Information leading to auci 
sometimes obtained from sd 
agency management officials. 

Contract audits may be 
participating in a new prGg 
importance. An individual c: 
of its- particular role,, such: 3,' 
simply'because it is a subcoritr; 
to test the effectiveness'of t'r 
of procurement for the accow 

Contract audit work may 
because- a contractor is h o w  
work under. a negotiated co' ' 

done recently at' that location 
There are, many reasons $4 

individual. cas&. UnderIyQ 
- o L t 6 g  the .kffectiven;ess';f 
. controls wGich' should be 6 g -  

. 

- ~I some _ , .  . audit work & c&t& . .  

. __. 

. .  

: 

-1 
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ract acti&es, General: Accoeting~ Office 
ssity, selective in i& application. - Not all. 

In determining the work 
one, consideration is given to such matters as. the size 
of contract, the basis for award, the nature of cost or 
data' furnished .or the. lack of  such data, and-io a wide 

tractor. .. . . .. locations-steins , . - . -  frdm requests. 
ssiunal committe& or .~ from'meriibers 

Some ,auditlare' &dertak&'is' a' result of 
to the attention of the General Accounting 

are examined. 

.affecting . .  the Governmint's ~ t e re s t .  

- .  

- - 
Office from previous .or current audit work on other matters or 
from other sources, such-as congressiona1 committees or members, 
Federal agency officials, and others who have observed mattes 
which they believe warran6 the attention iif. ' the General 
Accounting Office. . -  . . 

*-: Infomation leading t6:audit work at  coritract'or locations is 
sometimes obtained from- studies or- reports made for Federal 
agency management officials. 

Contract audits may be undertaken because a contractor is 
participating in a new program or in a program of unusual 
importance. An individual contractor may be selected because 
of ifs particufar role, such as a weapons system contractor or 
simply because it is a subcontractor and it is considered necessary 
to test the effectiveness of the prime contractor's management 
of procurement for the account of the Government. 
'  contract audit work may be undertaken in-.a specific case 
because a contractor is known-to be engaged in Government 
work under a negotiated contract' and no,audit work has been 

'- There, are many rreasons for deciding to 'make an audit in 
individual cases. UnderIying all of them is the overall objective 
of &sting the effectiveness of the Federal agency management 
&nt&ls~~vhicl i  should be operating to safeguard . .  the Govern- 
ment's,linterests. . ' -  :. . - 7  . - ._ . 

. .  

done recentIy at that location. . =  . . 

..: _ _ .  . ,  .~ * .  
. . I i .  
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.-- CONDUCT OF AUDIT' WORK:' , :. . 
. ,  

. .  
. .  

, -. - . .  ,~ 

- j _  , .  

.. 

. - lnitiaF.Arrangements - 

. ,  . . '  ,-; ..- . -Before . . . . .  an audit is begun; the contractor and the contracting 
agency of-the Federal Government are. informed that an audit 

. -  , wjB,he.inad&. At the beginking of each audit, a conference is 
ontractor to'disc& the general 

and to make the n'ecessary working arr&ge- 
aining spa&, providing security .clearances, 

ips-. Cqntractoi officials of 
u.~&,:. participate. in this? 

. I  - . . -1. . .  

....... 

- .  . 

. . . .  
, .  . .  .. I 

.. , . 
- 1  

~ . . . '  
. .  Piefi!l.linurf Survey.' and- Review Wbrk'. . '  . .  

. . .  Accounting Office €ollows.the operating practice of making 

work- as-a:means of obtaining familiarity with- and a workjng 

. .  

Just..& in its audits of Government agencies, the General 

. -  :. - .  - prefiminary surGeys and reviews at the outset of its contract audit 

- - !, ,' - ~- knowledge- of - the. Government contract operations and related 
records being examined. The information ubtained during this 
phase is care€ully studied. 

In many cases' the conclusion is reached that the infonktion 
obtained during the preliminary phases does not warrant.more 
detailed audit work.. In these cases, contractor officials are so 

.- . 

I _  . 
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- ' Proper evaluation of the ':-T 
detailed examination reqtiirf 
information concerning those 
that all. such information b 
Accounting Office audit $taff 
audit are discussions with 
individals, particularly whe 
gresses. Effective communi 
common ukderstanding- _ . ( I  an$ . i 

d ier ing views assists greatly 
also has an important.bearir 
facilitates the processing of 
subsequent preparation of Y. 
by contractor officials. 

Right of Access to Contrc 
The laws cited on page 6 

the ComptrolIer. General I 

examine contractor records 
involve transactions relating 
be audited. 

Based on a careful study c 
lative history, it is the positio 
with respect to this right t 

advised and except for a brief "close-out" letter, no formal report 
is prepared. Letters of this kind do not normally include expres- 
sions of opinions as to the reasonableness of contract prices, 

-- activities, or other matters examined because the -examinations 
-will not have been made. in sufficient depth to.warrqt such 

I -  - .  - -  

. . . .  .- , . ._ -. ,. T : .-d 
, .  

. .  ,~ 
:.. opinions.. , . , - ._ , . .- 

- .  . -  - . .  
. ., , ,  

. . . . . . .  
. .  

; Continuing. . I  , Audit Work . .  
- .  - 

. -- . .  :: - If me'or mhre areas are identified as warranting more detailed 
It is an . . . - . : . -  n, the audit work is carried- on. further. 

actice to discuss the progress Q€ the audit i t  appro- . .  

ing Office are-.aiaiiable at a11 'iirn6 for; any.. 
with Contractor officials and representatives of t h e  

. , .  . .-. . . .  
. ,  . . . .  6ns desired by contractor officials:-- :'-. , .  

. . . . . . . .  
. . . .  . . . . .  . .  . . . . . .  

. . . . . . .  

. .  

. . . . . . . . . . . . .  . . . . . . . . . .  --.,. 
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1. The clear intenti 

things, "to afford a me: 
informed of any exce. 
contractors holding neg 
deterrent to the making 
able profits to Gover 
Gen. 278.) 

2. All books, docume 
ing to the pricing and 
contracts, are directly p' 
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. Proper evaluation of-tIie matters determiried to warrant more. . 
detailed- - exainiriation requires consideration of all significant 

-information concerning those matters. It is therefore necessary 
that all-. such :, inforination be made available .to the General 

ffice audit Staff. . Also ipportant to a satisfactory 
re discussions With directly knowledgeable contractor 

ions arise as the audit pro- 
ation is mutually beneficial. .- A 
solution insofar as possible :of any 

conduct, of the . audit .. work. It 
the concIusions I .  reached . and 
sdting‘reports, hclud& the 
e comments. on such- reports 

ecords for Audit Purposes 

. .  

. - .  

P 

- cited on page 6 require contract. provisiom- giving - 

ractor records that are directly pertinent to, and 
I Her General and his representatives the, riglit to 

involve transactions relating to, the contracts or subcontracts to 

. .  

. L  
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Based on -a careful.study of the laws involved and their legis- 
lative history, it is the position of the General Accounting Office 
with respect to-.this right that: 

.. 

- 1. The clear intention of these laws is, among other 
things, ‘‘to afford a means whereby the Congress could be 
informed of any excessive or unreasonable payments to 
contractors holding negotiated contracts and to serve as a 

making of contracts providing for unreason- 
able profits ’ to Government contracto&.” (32 Comp. 

2. All books, documents, papers, and other records relat- 
ing and. cost of performance of negotiated 

. .  

. .  

. _  ctly pertinent- records. - .  I - _ .  
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'-3.- SGGh: books, documents,. records, etc.;. are. not- limited I 

o the formal cost accounting records and. their Suppohing 
,- data; but include all underlying data concerning contract 

ctivities and operations Which afford. the basis for'contract 

-auditing of  Government contracts by- the General AC- 
. .  Office. makes it- nekessarf-thai directly pertinent 
tractor records be made available for examination and'that 

arregements be-made -to obtain supplementary -infor- 

ees.', TO this- ,en&. the..working"tooperation of all 
needed in order t< facilitate the making of these 

audits. -Such tooperation along' with procedures. designed t6 
provide prompt access to .needed records and related-information 
is mutually 'advantageous because it--reduces the Governme& 
and contractor time and cost incurred. Appropriate access to 
needed records and related information -is essential to -the dis- 

Although the di&ussio& a 
I- preliminary nature and may 

General Accounting Office, s 
important part of the .prom. 

; i -  . . .  conclusions by the Office r,eIc+ 
These discussions are also oi 
representatives about the aud: 

. . - - Accounting Office encdurages 
frank expression of their vie. .- 

- I .  

ricing-and the incurrence of costs by the contractor. . , . - -  . ~ information pertinent to reac 

,. 
. . . .  

d'iixplaIiatio~$from~knowledgeable contractor offici& -~ . .  
- 

- .  . -  . 

. .  

. -  
- .  

. .  

. .~ . 
, .  

. .  - 
. i  . , .  

. .  . . charge of responsibilities assigned to the General- Accomtirig 
. - O&ce by the Congress. . .  . _  

- .  

.d 

Final Conference at Contractor Location 

Before completing audit work at a contractor location, a 
conference is held with contractor officials to provide a further 
opportunity to discuss any matters arising from the audit. The 
nature of all matters of interest to the contractor is made known 
sufJiciently in advance of this conference to enable a meaningful 
meeting. 

The primary purpose of this conference is to present to con- 
tractor officials the facts obtained during the review to promote 
a common understanding as to their accuracy and their appli- 
cability to the subject matter of the audit. At this time the 
contractor officials are afforded the opportunity to present addi- 
tional information which they feel should be considered. If 
there is disagreement as to facts, additional work is done to 
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Although the discussions i t  this point are -necessarily_of: a: 
I prehniiary nature and may not represent final positions of the: 
General Accounting Office, .such discussiom- are nevertheless aq' 

.- hportant part of the process of obtaining and evaluating all 
ififormation pertinent to reaching independent and objec6ve 

-Conclusions by ,the Office relating -to the audit work ?erformed, 
discussions are also of value in informing contractor 

sentatives about the audit work performed. The GenerzL 
ounting Office encourages contractor officials tp. present a 

expression of their views on the matters discussed. 
-- . 
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.. - .  ..: . . . . . . .  ..- ~ . . does, however, make every 
. .  

.- . . significant information conc 
. ,  examination 2nd to evalu: 

. . . . .  - .  
, .  and fairness. 

. , .  . , . .  .~ Since-. the General Accounting Office is 'an agent of the 

To help provide perspec; 
. .Congress, its primary reporting responsibility is to the Congress.. 

' relative significance-of the cohtract audit depends .on the judgment made in the General 
:. . include general infonna&jX 

aiGed during the audit, the-conclusions reached, and. howl-  
work performed, and other. 

. edge as to general. or special interests- of- the Congress and its 

. .  
- . .  

. .  

Whether a report to the Congress is made as a result of a.specific 

counting Office as to thk sigGficance of the information 

* I' .~ 

, -  .. _. .>. 

~ I contractor activities examin 

ittees in procurement and contract matters. - ,  

... -. Insome cases, the findings and concIusionS in a report:may 
not be considered to be of sufficient.sigGficance to warrant 
reporting to the Congress but may still be of concern or interest 
to the contracting agency. In these cases, the reports are 

~, ~ addressed to appropriate department or agency officials. In 
, other cases, the audit work may .have resulted~ in no significant 

- - -  .. - findings, sild a close-out letter to this effect is issued to the 
contractor. 

. .  - .  

,. -. 

Nature of Reports 

. .  . -  

.. 

The audit reports of the General Accounting Office are 
intended to serve constructive purposes-to inform the Congress 
and/or the Federal agencies concerned on the results of audit 
work on procurement contracts which, in the aggregate, involve 
the expenditure of billions of dollars of public funds each year 
and to make recommendations, based on such work, leading to 
greater efficiency and economy in svch expenditures. 

The main emphasis of a General Accounting Ofice report 
ta the Congress on a contract audit is on the audit findings, 
conclusions, and recommendations and their relation to the cost 
of goods or services procured by the Government in a particular 
case,as well as in future procurements. . .  - . .  - .  

. . .  . -  '..,: . . Tgese audits an&-the-&sulhg . -  reports cannot provide and 
- . , . ~. . - .. should hot be regar soverall evaluatiom'of the performance 

- , ~ , .  -'of.a contractor or ontracting agency: . Suckan objective . 
'-would usually be of such magnitude-as to be incompatible with 

- .. 
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._ .~ . . - ,  . .  
, .  ~. 
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. .  
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:-, .-;. Preparation of Preliminc 

Drafts of reports to-the C 
.: . ,  . 

first instance by the audit 
drafts are reviewed first ' 
sent .to the appropriate W 
General Accountihg Office 
there. are questions of legai 
be resolved or a recommerA 
is involved, the Office of .th 
in Washington is requested 
needed revisions fr0.m - a, leg: , 1  
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Advance Review by C 
Contractor 

Aft&. such revision of the 
in the 'Washington o%ck3 i, i 

are sent to officials of the 
tractor for such comment a: 
conclusions, and recommer, 

The purpose of this step 
. tractor ,concerned an-adeqi 

writtenitatements of their.; 
submit such additional .fat 
-matters as they believc-q)r I 1 

. I  . . .  - .  . -  -'*. the report. . .  
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c jo~, - .  however,. make every effort to-. obtain .and consider. all 
si,ollific& information concerning the particular aspects under 
-ation and to evaluate those aspects. with objectivity 

..+t$.fairness. . _. - ,  

.To. help provide perspective an# enable appreciation of the 
ative significance of the matters reported, the audit reports 

mcfude general infohation about the Government agency and 
i& examined, the nature and scope of I (  .audit 
-and-$he< infar&tion o€ 'Significance. 

. -  

. .  ~ . 
I~ . . .  

. _  
- .. - , .  _ .  . . .  . : .  . .~ 
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Drafts of reports to the Congress are usually prepared in the 
first instance by the audit staffs who made the audits. These 
drafts are reviewed first in the local regional office and then 
sent to the appropriate Washington operating division of the 
General Accounting Office for consideration. At this point, if 
there are questions of legal policy or interpretation of law to 
be resolved or a recommendation for adjustment of the price 
is involved, the Office of the General Counsel which is located 
in Washington is requested to review the drafts and advise on 
needed revisions from a legal standpoint. 

Advance Review by Contracting Agency and by 
Contractor 

After such revision of the draft as may be found to be needed 
in the Washington office, a revised draft is prepared and copies 
are sent to officials of the contracting agency and to the con- 
tractor for such comment as they wish to make on the hdings, 
conclusions, and recommendations proposed to be reported. 

"herpurpose of this step is to give the agency and the con- 
tractor concerned an adequate opportunity to provide official 
written statements of their views on the matters included and to 
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.. :Gkrm-ienti.on a.dra€t report are requested by-letter in which a 
target. date for reply is established;. 'The purpose of these dates 
is to provide's reasonable length-of time to effectively respond 

. 

but- fo avoid unwarranted- prolongment in officially reporting 
to: t& Congress on the results of audit work. The usual length 

Whenever a contractor 
? advises that he- cannot respond in such period, reasonable exten- 

- - -& t h e  given contractors is 30 days. 

--:..: : sions -are made; . .. - .  . .  
- ,  

. - ,  . .  
iiw . .  -ai& . .- Disposition' . . .  of-' Advance Comments . - 

- . The official tvritten. comments received from the contracting 
agency and the contractor concerned are carefully analyzed in 
the General Accounting Office and appropriate .changes are 
made in t& draft of the report -to give recognition to such 
comments. - Disagreements with the findings and conclusiork 

. being' reporied are- clearly disclosed in-'the report. 
If significant changes are made in' the report after considering 

. the advance. comments, another opportunity is afforded the: 
contracting agency and the contractor to examine the revised 
draft and to comment further on it. 

In preparing the final report for submission to the Congress, 
the normal practice is to include the written comments of the 
contracting agency and the contractor in the appendix to the 
report. There are certain exceptions to this practice. For 
example, comments are not included when~they are too vo- 
luminous in relation to the size of the report, when they pertain 
to matters dropped in the finalreport, or when they are not 
directly pertinent to the reported findings, conclusions, and 
recommendations. In any case, whether the comments are 
included-in the final report or not, the text of the report itself 
sets out ihe,gist of the pertbent comments and the views of the 
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. - General Accounting. Office on them. . 
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, - . . Cqnfidential ,_. . - .~ Business- Data :.I-. . -  

. -  -&ne& Accounting Office audits of Govepment-- 
is?often necessary to obtain infoitmation about 
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ions, production costs, and profits. :- It is also - , -  . :.- ... 
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sometimes necessary to incl 
these audits in order to d e *  
cIusions. It is the p i t i o n  
that, since these audit repc 
by law, the restraint on the : 
proprietary business informa 
is not applicable to its repc. 

The General Accounting 
for properly reporting on 
importance, but that it shou 
disclosure of confidential t 
reports. It is therefore the 
in which confidential busini. 
require a review by senior 
Office and their determinat: 
in view of the nature of the r 
tion is made in advance of ri 
by third parties. 

Recommendations in n 

The audit reports of the G 
contain recommendations fc 
to be taken. . These recorn1 
to Government agency olK& 
to the Congress. These recc 
and are based on indepenii 
the. activities, .transactions, c 
such recommendations. T 
having administrative respor 
to the contractors.' ' - '  

The audit policies of the C 
that each Govenitnent :age 
determine, with due regai-c 
requirements, the mannei 

General i 
auditors are not ernpowkz 
contractor j pofides, p+e'. 

, _  However, they do obsew 

* are carried out. 
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sometime~necessary to- include 'such, information in reports on 
these audits iri order- to clearly explak audit- findings. and con: 

. cllusions. i t .  is the position of the General Accounting Office 
that; ~iince. these. audit reports to the Congress are authorized 
bk:law, the restraint on the disclosure of trade secrets and other 

:proprietary business infomiation incorporated in 18 U.S.C. 1905 

he General Accounting Office believes that its rksponsibility 
-.properly reparting - OR-: its audit findings is of - p.aramount 

impor+Ce,= but that it should do its utmost to avoid unnecessary 
diiclosur& df confidential bi&ess information in its pubiished . - 

eports; It is therefore the practice, with respect tu every report 
: whicli confidential business informatio&- is to- be disclosed; to 

. . -require a- review by senior officials of the General Accounting 
Office and their determinaiion that such disclosure- is necessary- 

1 in view of the nature of the report. ~ This review and. determina- 
tion is mad6 in advance of release of draft reports-for comments 

:not applicable to itslreports. * , , 

. >  . ,  
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The audit reports of the General Accounting Office frequently 
- -  contain recommendations for corrective or improvement action - 

to Government agency officials, but sometimes they are addressed 
to be taken. These recommendations are most often directed -I_..- 

to the Congress. These recommendations are advisory in nature - 
and are based on independent examination and, evaluation of 

3 

,-- 

the activities, transactions, or -operations that -are the subject of 
such recommendations. ' They' are addressed to the -agencies 

- --- having administrative responsibility for the contracts rather than 
to the .cbntractors.' . .  

- .  . .The audit policies of the General Accounting:Office recognize 

-. . I 
~ .. . 

that each Government agency has the primary responsibility ,to 
determine, with due 'regard to all applicable restrictions and - 

. ..". requirements, the. manner in which its activities and operations. 
are. carneddout. ' General' Accounting Office accountants and - 

'auditbrs .are not empowere&'to direct changes . .  .in , agency (or 
.contractor) policies,. proced&&, and f&ctio+ 

~ . ._  - ,  

ties for achieving greater- . .  
,~ 
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. economy, . improving . efficiency,: a.nd obtaining- better results. 
. Wljen: warranted, recodendatidns are made through appro- 
. priiite- channels for- simplifying and developing more effectivc. 

procedures and for eliminating those which involve duplication 
.- or-which do not serve a purpose-commensurate with the costs 
' . I  Svolved. The experience of the' General- Accounting Office 

. . . . .  ha$ been that- its independent audit work provides an effective 
meark-- of idelitifying significant deficiencies, the correction of 

.:' . . .  which can, result in. substantial savings k Federal expenditures 
.- ':; ~ .or significant improvements ip- Federal Government operatioh.. 
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: Reports submitted to the. Congress are addressed to the 
President of thesenate  and- to the Speaker of the House 
of. Representatives.~ 
-.  Copies of reports reIating; to contractors are sent to the con- 

tractors directly concerned a t  the same time thar the original 
Special procedures are 

followed to assure that. these contractors receive their copies 
- before the reports become available to the public. 

Copies of reports to the Congress are also sent to the Secretary 
of the Treasury; the Director, Bureau of the Budget; the Senate 
and eouse Committees on Appropriations; the Senate and '.- --: - 

;: _-- 
L .  - L- .I House.Committees on Government Operations; the appropriate - .  L::! I- 

.-'-- legislative committees of the Senate and the House; members 
of the Congress from the districts in which the activities reported 
on-are located; others in the Congress as-requested; and depart- 
ment or agency officials concerned with the subject matter of 
the. reports. ' .  . 

Copies of reports to the Congress'are generally available to 
the public.. _. Public notice of the issuance of these reports ap- 

- . - pears in thkCongressiona1 Record at the-time .they are recorded 
as a communication -received by the. C0ngre.s.. Individual 

- .  - , .  -. .copies may be, purchased at the price of $1 'from & Report 

L/ 1' ; - 

L ' - - -  ~ reports.are submitted to the Congress. 

: 
- .  

. -  

. . . .  .'& - :,-Department %f the General Accounting office. *' - . .  
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INTERNATlONAt , PROG 

Some Federat : agencie - E: 
in activities that have uniquc 

- .  and contract audit standpoir 
some form of foreign assistan 
participate in the procuremc 
may not-be one of:the~c*,it' 

, .  Thus, although a cbntrac 
. .  foreign. government, the: f;; 
._ degree of -control irir Varid 

proposed prices, approvd- c 
bilk, invoices, voucheFs;cert 
support of contract disburse 
performance.. Althdugh in 
this booklet would apply, el 
consideration of the specific 
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INTERNATlONAL - PROGRAMS- INVOLVING- .:: ~. ‘j, 
- -  .;.- CONTRACTS: - 1 ,  ;;%--;:;:..- 

.- Some Federal agencies. with international programs engage 
in activities that have unique characteristics from a contracting 
and contract audit standpoint. ~I These ac&vi&es usually involve 

form-of foreign assistance whereby the agencies finance and 
e in the procurement of goods or seivices b,ut may or 

t be on&. 04 the contracfhg parti& .* the normal sense. 
gh a contract may be..betrveen-a-supplier and a 

r&nent, th&financing US.. Bgency often: retiins a 
ntrol. in various wayis, inciuding the analysis  of 

proposed. prices,. approvai contrqct imgelrients, review of 
bilk, invoices, vouchers, certifications a i d  related documents in 
support of contract disbursements, and verification of contract 
performance. Although in general the procedures described in 
this booklet woufd apply;. each-audit would. besubject to the 
consideration of the specific circumstances of each. agreement. 
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I_ --:-..-'the. responsibility- to  settle claims- and accounts by and against 
This responsibility 

es the settlementbf the-accounts of certifying and disburs- 
.In carrying out this responsi- 
accounts of these accountable 

Ecers for payments not 'iutho&ed by. law or by the terms df 
ontracts 'or when.additional information-is' needed to docu- 
-'transactio&,: These. exceptions become. disalowances in 

final settlement-of .ihe. accountable officers' accounts unless-they 
are. answered satisfactody prior to that action. 

In those cases where an exception or disaliowance is made 
.. and the amount involved is collected by the accountable officer 

by setoff against amounts otherwise .due a contractor, the con- 
tractor may file- a claim with the-. General Accounting Office for 
refund of the amount involved. Any such- claim should set 
forth fully the reasons why, in the contractor's opinion, the 
amount collected should be repaid. 

The allowability of costs for reimbursement under Govern- 
ment cost-reimbursement type contracts, as determined by the 
designated official agreed upon in such contracts, is final and 
conclusive on the Government, as well as on the contractor, 

or capricious, or is so grossly. erroneous as to imply bad faith, 
or is-not supported by substantial.evidence, or is contrary to law. , 

A finding by the General Account&g Office that an item of cost 
duly approved under the contract  is^ unreasonable is not legal 
'grounds for. denying reimbursement to the contractor or' credit 

. , I  : - :to- the, ,account ,of, the. ,accountable. officer.. However, such ~ a. 
:-.- .. . - -  .- finding . .. may . be included in a ..report to the Congress or to the 

to disclose . the _ j  -facts and circumstances 

. United States under 3 1. U.S.C.. 7 1. 

ce& of &e:, Govern 
ty,. exceptions _ .  -a& . . ,  tagen - 

- .  : absent fraud or a showing that the determination is arbitrary 
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€xcerpts- From laws .̂ _I 
Resp6nsibifity- to the - C I' 

-Budget .. and ... Accounting . . ._ , -  Act: 

"(a)., The. ComptrolIer C: 
of government or elsewhere, 
disbursement, and applicatio 
to the President when reque: 
beginning-of each regular - 
work of the General-Accoun 
dations concerning; the- leg: 
facilitate the prompt and ac 
accounts and concerning s1; 
receipt, disbursement, and' ap 
think a d w b l e .  In  such re 
at any time when Congress. 
mendations looking :to great, 
expenditures. 
. .'' (b) He shall make such 
be ordered by either House c 
either House having jurisdic 
or expenditures. The Corn 
request of any such committ 
to furnish the ,committee . I .  -sU 
request. 

. . me CompfroiTer. 
Congress every expenditure c 
or estabfisfunenf h vy '@% 

(d) He -shalt. SUBTI$ tU 5 
and effibtivenwJ, of the ?fi 
and &j.& in the-r&pectiVe.c . -  
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* APPENDIX 

La&’’ Assigning Audif ‘Authority und- . .  
e i d  Accounting Office- 
. . . . >  , .  - 

~ . ,  1 ~, , , .. ,.. ; ~ 

“(a). The Comptroller General shall investigate, at the seat 
of government or elsewhere, all matters relating to the receipt, 
disbursement, and application of public funds, and shall make 
to the President when requested by him, and to Congress at the 
beginning of each regular session, a report in writing of the 
work of the General Accounting Office, containing recommen- 
dations concerning the legislation he may deem neclssary to 
facilitate the prompt and accurate rendition and settlement of 
accounts and concerning such other matters relating to the 
receipt, disbursement, and appIication of public funds as he may 
think advisable. In such regular report, or in special reports 
at any time when Congress is in session, he shall make recom- 
mendations looking to greater economy or efficiency in public 
expenditures. 

“(b) He shall make such investigations and reports as shall 
be ordered by either House of Congress or by any committee of 
either House having jurisdiction over revenue, appropriations, 
or expenditures. The Comptroller General shall also, at the 

. .  - - .  
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ttee, direct assistants from his office 



related to such contracts 

--. ’- audit by the General ACCOY-, 
-. such contract: And provide 

tion shall preclude the earli 
contractor records in accord; 
agreed upon between th&.Cc 
ing Office.” 

Anti-Kickback Act (42 U.S. 
.: . . “For the purpose of ascerf 

sions, compensation, gifts,-or, 
. -  -- by. i subcontraiigr, the G& 

the power to inspect-’the p 
records of any prime contrac 

_. . 
.. . .. - Armed Services Procurement Act (10 U.S:C. 2313 ( b )  ) 

“Each contract negotiated under this ’ chapter shall provide 
thatthe Comptroller General and his representatives are entitled, 
until the expiration of three years after final payment, to examine 
any books, documents, papers, or records of the contractor, or 
any of his subcontractors, that directly pertain- to, and involve 
transactiom .relating to, the contract or subcontract.’.’ . . .  . .. 

.& : .-. _.- 

. . Federal Property and Administrative. Services Act (41 U.S.C. 

~- - -  . -  .-. :‘All contracts negotiiited without -advertising pursuant to 
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.P  -: “No moneys appropriated for the purposes of this chapter ~ -- 

. Comjnission, negotiated without adveqising,~: ‘ k e p t  contracts - - .  

$-iall be availabtc for payments under any contract with the ~ . .e 

ign government ar any agency thereof and contracts . .  il 

produce-rs, 3 %less. such contract includ& a clause. -. 

that. the ComitrolIer General-of the..U@ted States, ’ .. 
duly aithorized~representatives shall,.untir the ex-. - 

~~ 

’ - -  . :i .. 

. -  

f three years after final payent ,  have access to and the 
amine any directly pertiiient books, documents, papers, - :$ 

and- records of the Contractor or any of his subcontractors 

-* 

-- 

;p 
engaged in the performance of, and involving. - frabactioni . 

such contracts or subcontracts-: Provided, however, 
.That no moneys so appropriated -shall be available €or- payment 

-.  
. .  . 

= under such contract tvhich includes any provision. precluding an .L 

audit by the General Accounting Ofice of any transaction under 
such contract : And provided further, That nothing in t h i s  see- 
tion shall preclude the earlier disposal of contractor and sub- 
contractor records in accordance with records disposal schedules 
agreed upon between the Commission and the General Account- 
ing Office.” 

Anti-Kickback Act (41 U.S.C. 53 1 
“For the purpose of ascertaining whether such fees, commis- 

sions, compensation, gifts, or gratuities have been paid or granted 
by a subcontractor, the General Accounting Office shall have 
the power to inspect the plants and to audit the books and 
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